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NEBRASKA STATE RACING COMMISSION

BACKGROUND

The Nebraska State Racing Commission was established in 1935 to provide statewide regulation of
horse racing in order to prevent and diminate corrupt practices and fraudulent behavior and thereby
maintain ahigh level of integrity and honesty in the horse racing industry of Nebraska

The Commission congsts of three members gppointed by the Governor for three-year terms. They
meet gpproximately Sx times per year to gpprove licenses for live horse racing and smulcasting, adopt
adminigrative rules, and conduct adminidretive hearings. The members are not paid, but are
reimbursed for their expenses.

The operations of the State Racing Commisson are financed from daily track license fees and
occupationa license fees. In addition, each licensed racetrack is required to pay the Commission four-
tenths of one percent of the gross sum wagered. This percentage changed to sixty-four one hundredths
of one per cent effective June 3, 2005.

MISSION STATEMENT

The misson of the State Racing Commission is to prevent and eiminate corrupt practices and fraudulent
behavior; to maintain a high leve of integrity and honesty in the horse racing industry in Nebraska; to
ensure that dl funds received by the Commission are properly distributed; and, to promote agriculture
and horse breeding in Nebraska.



NEBRASKA STATE RACING COMMISSION

ORGANIZATIONAL CHART
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NEBRASKA STATE RACING COMMISSION

EXIT CONFERENCE

An exit conference was held July 26, 2005, with the Commisson to discuss the results of our
examinaion. Thosein atendance for the Nebraska State Racing Commission were:

NAME TITLE
Dennis Odschlager Executive Secretary
Shelly Norva Adminigraive Assigant



NEBRASKA STATE RACING COMMISSION

SUMMARY OF COMMENTS

During our examingtion of the Nebraska State Racing Commission, we noted certain matters involving
the internd control over financid reporting and other operational matters which are presented here.

1 Internal Control Over Cash Receipts. One person had the ability to perform al phases of
the receipts process at the racetrack. There was dso one person a the Commisson’s officein
Lincoln that had the &ability to perform dl phases of the receipt process at the Lincoln office.
There was no reconciliation by the Racing Commission between the computer system used to
receipt and issue licenses Fox Pro, and the Nebraska Information System (NIS). A
reconciliation requested by the auditors, and performed by the Commission, noted the amount
recorded on Fox Pro was $73,269 and the amount recorded on NIS was $74,912, a
difference of $1,643.

2. Travel Expenses: Two expense reimbursement documents were not submitted within one
month of travel. Two expense reimbursement documents appeared to be unreasonable and did
not have adequate supporting documentation for meal expenses, totaling $312. Two expense
documents were incorrectly coded to Board and L odging when they should have been coded to
Medls-One Day Travd, totaling $52.

3. License Costs: The Commission did not have supporting documentation for the basis for the
fees charged. Costs related to the issuance of licenses were not included in the fees.

4, Salary Reimbursement: The Commission did not bill two racetracks for live days of racing:
Columbus was not billed for two days of live racing for atotal of $1,200 and Fonner Park was
not billed for 14 days of live racing for atota of $8,400. Tota amount not billed was $9,600.

5. Batch Management: One employee was noted as having authorization to enter, approve, and
post their own documents in Accounts Payable, Accounts Receivable, and Genera Ledger on
NIS.

6. Reconciliation of Bank Records to the Nebraska Information System: The Department
of Adminidrative Services recondciliaion process is gill not done in a timey manner and
continues to reflect unknown variances.

More detailed information on the above items is provided heresfter. It should be noted this report is
criticd in nature as it contains only our comments and recommendations on the aress noted for
improvemen.



NEBRASKA STATE RACING COMMISSION

SUMMARY OF COMMENTS
(Continued)

Draft copies o this report were furnished to the Commission to provide them an opportunity to review
the report and to respond to the comments and recommendations included in this report.  All forma

responses received have been incorporated into this report. Where no response has been included, the
Commission declined to respond. Responses have been objectively evauated and recognized, as
appropriate, in the report. Responses that indicate corrective action has been taken were not verified at
thistime but will be verified in the next examination.

We appreciate the cooperation and courtesy extended to our staff during the course of the examination.



NEBRASKA STATE RACING COMMISSION

COMMENTSAND RECOMMENDATIONS

1. Internal Control Over Cash Receipts

Good internal control requires a proper segregation of duties to ensure no one individud is able to both
perpetrate and conced errors or irregularities. Good interna control also requires appropriate controls
over cash received and the rece pting/depositing process to ensure al revenues due the Commission are
collected, recorded, and verified by other separately maintained records.

For fisca year 2005, the Commission recorded $03,412 in receipts on the Nebraska Information
System (NIS) related to the issuing of licenses for $62,486, fingerprinting fees for $12,426, pari- mutud
wagering tax for $414,900, and fines, forfeits, and pendties for $13,600. During our examination of
interna controls and records of the Commission’s receipt process, we noted interna control deficiencies
and the lack d adequate records to support the amount recorded on NIS. At the racetrack, the
Commisson uses a computer system called Fox Pro, for receipting licenses and fingerprinting.  The
Commission did not reconcile the amount recorded on Fox Pro with NIS. The amount recorded on
Fox Pro was $73,269 and the amount recorded on NIS was $74,912, a difference of $1,643.
Following are the findings and recommendations related to the receipt process. Primarily we noted a
lack of segregation of duties over the receipting/depositing process. One person had the ability to
perform dl phases of the receipts process a the racetracks. This individua recelved money for
licenses, fingerprinting and fines, entered information into the computer system, issued licenses, prepared
the Generd Document, and made the deposit. This same individua was aso able to delete records
from the computer system with no independent review of the summary reports. We aso noted one
person aso handled al phases of the receipt process at the Lincoln office with relation to pari-mutuel
wagering. Thisindividua received money, prepared the Generd Document, and prepared the deposit.
A smilar comment was noted in our prior audit for the fiscd year ended June 30, 2000.

Although the Commisson had in place some compensating controls during the examination period, we
believe further controls should be conddered by the Commisson to improve on those controls.

Following are our observations and recommendations.

M onitoring Controls

The lack of segregation of duties, if duties cannot be segregated to ensure good interna controls
in the receipting/depositing process, dictates strong compensating controls be in place. As
noted above, we noted some compensating controls, however, we aso noted, for monies
collected at the racetrack, there was a genera lack of controls to ensure al monies due the
Commisson were received and deposited with the State Treasurer.



NEBRASKA STATE RACING COMMISSION

COMMENTSAND RECOMMENDATIONS
(Continued)

1 | nternal Control Over Cash Receipts (Continued)

Monitoring Controls (Concluded)

We recommend the Commission consder developing procedures to
account for al licenses issued by performing on a test bass a
comparison of the licenses issued to the gpplication processed in their
computer system, by performing on a regular basis andyticd review
procedures comparing receipts collected and deposited to what would
be expected to be collected, and by a comparison of expected
fingerprint recelpts to what was actually deposited.

Reconciliation Procedure

The Commisson began usng a computer system cdled Fox Pro in 2000 for the issuing of
licenses and recording of fingerprinting fees.

During our review of this sysem and reconciliation of this sysem to NIS, we noted the
following:

There was no reconciliation between Fox Pro and NIS. Although, the Commission was
comparing the documents received from the racetrack, they did not reconcile Fox Pro
with NIS on amonthly or annud bags.

Upon request of the auditor, the Commisson had difficulty getting information relating to
how many licenses they had issued during the fiscal year and the dollar amount provided
did not agree to what was recorded on NIS. A reconciliation requested by the
auditors, and performed by the Commission, noted the amount recorded on Fox Pro
was $73,269 and the amount receipted during fisca year 2005 on NIS was $74,912, a
difference of $1,643.

The Commission could not provide us with the number of licenses they ddeted during
the fisca year; however, this was later dotained with the help of the Department of
Adminidrative Services (DAS) — Information Technology (IT) personndl.

Without adequate controls and supporting documentation over the transactions processed in
Fox Pro, thereis an increased risk of loss or misuse of State funds.
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NEBRASKA STATE RACING COMMISSION

COMMENTSAND RECOMMENDATIONS
(Continued)

| nternal Control Over Cash Receipts (Continued)

Reconciliation Procedur e (Concluded)

We recommend the Commisson perform a periodic reconciliation
between Fox Pro and NIS to help ensure dl transactions processed
through Fox Pro were properly receipted and recorded. The
reconciliation should be performed by an individua thet is not normdly
involved in the receipting/depositing process to help compensate for the
lack of segregation of duties over cash receipts.

Controls Over Fox Pro

Good internd control requires proper security over a computer system and adequate
safeguarding to ensure those having access to the system have security for their job function and
NO UNNEeCcessary access.

Since the implementation of Fox Pro in 2000, those having access to the system have never
been required to change their password. It was aso noted those given access to the system
generdly have the same security access. We noted eight users dl being able to enter, change,
print, and deete licenses and information related to the licenses Two individuds have
adminigrative access which enables them to make changes to the tables in Fox Pro.

The possbility of the loss or misuse of State assets and funds is increased when there are no
controls or independent reviews to compensate for the lack of segregation of duties.

We recommend the Commission review those having access to Fox
Pro and limit security to match the job function of tha individud.
Access to enter, change, print, and delete licenses should be limited to
those having a need for such functions. We dso recommend users
change their passwords periodicdly to ensure no unauthorized use.

Overall Recommendation:

We redlize due to the Sze of the Commisson it may be difficult to add
additional daff in order to provide a proper segregation of duties,
however, if a proper segregation of duties can not be obtained strong
compensating controls should then be consdered. Compensating



NEBRASKA STATE RACING COMMISSION

COMMENTSAND RECOMMENDATIONS
(Continued)

1. Internal Control Over Cash Receipts (Concluded)

controls, those noted above and others identified by the Commission,
should include the monitoring or review of the receipting/depositing
process by an individud independent from the process. The monitoring
or review should be performed on a regular basis and documentation
should be maintained to support the process was performed.

Commission’s Response:  The report cites a difference of $1653 between NIS and a Daily
Summary Report generated from the Fox Pro Licensing System, for license and fingerprint
receipts.

What the report fails to state is that every license and fingerprint receipt document entered in
NIS is verified against and accompanied by reports from the FoxPro system for license and
fingerprint fees, and NIS deposit documents are reviewed and verified by the Administrative
Assistant and Executive Secretary.

The $1653 discrepancy cited for licensing and fingerprinting is a function of a Fox Pro report
program that will be addressed with I'T support staff.

The report states that the Commission had difficulty getting information relating to how many
licenses had been issued, and the dollar amount provided from FoxPro did not agree with
amount reported by NIS. Again, this has to do with the FoxPro Daily Summary Report program
referenced above which will be addressed.

Our agency has worked extensively to document Internal NIS Procedures to compensate Internal
Control Guidelines issued by the United States General Accounting Office, as provided by DAS
Accounting — Internal Control Guidelines. Our staff is continuously being provided the most
current information related to our agencies Internal NIS Procedures and internal controls are
monitored and updated as needed.

We concur with the recommendation to add an additional periodic reconciliation between Fox
Pro and NIS, and with the number receipts/deposits and NIS. Additionally we agree to follow up
with IT to change passwords and review system access security.

2. Travel Expenses

The Auditor of Public Accounts (APA) selected eight documents totaling $7,475 out of atotal $77,793
in travel expenditures by the Commission for the fisca year ended June 30, 2005. In our review of
these documents, we reviewed med, lodging, vehicle mileage, arline travel, and other related travel
expenditures. Based on our review we noted the following:

-9-



NEBRASKA STATE RACING COMMISSION

COMMENTSAND RECOMMENDATIONS
(Continued)

Travel Expenses (Continued)

Submittal of Reimbur sement Documents

Neb. Rev. Stat. Section 81-1174 R.S.Supp., 2004 dates “Whenever any date officer,
employee, or member of any commission, council, committee, or board of the Sateis entitled to
be rembursed for actua expenses incurred by him or her in the line of duty, he or she shdl be
required to present a request for payment or rembursement each month to the Director of
Adminigrative Services.”

During our testing we noted two expense reimbursement documents were not submitted within
one month of travel expenses.

One employee included two months of travel expenses on one reimbursement
document.

One employee did not submit his rembursement document within a month of his trave
EXPENSES.

The longer the duration between the expense and the submittal of reimbursement documents
increases the risk of expenses being inaccurate or not properly being reported.

We recommend the Commisson implement procedures to ensure
expense rembursement documents are submitted in a timely manner
according to state statute.

M eal and Lodging

The Nebraska State Accounting Manua, AM-005, Travel Expense Policies, Section 5and 6,
dates “Under our accountable plan, the Interna Revenue Service requires employees to
substantiate the cost for travel, lodging, meals and other expenses. Adequate accounting
generaly requires the use of a documentation record such as an account book, expense diary or
log, or amilar record near the time of incurrence of the expense. Such log should list the date,
amount, place (eg. city), or description, and purpose for each expense or med/food cos.
Agencies are responsible to see that adl submitted claims for medls are adequately substantiated.
Unsubgtantiated meals should not be rembursed. Normally, receipts are not required.
However, agencies, at thar discretion, may require receipts where clams are questionable or
excessve.”

-10-



NEBRASKA STATE RACING COMMISSION

COMMENTSAND RECOMMENDATIONS
(Continued)

Travel Expenses (Continued)

Meal and L odging (Concluded)

Good interna @ntrol requires procedures to ensure requirements of the Stat€' s accountable
plan are met and that reimbursements are in compliance with guiddines through the Federd
Travel Regulation.

During testing we noted two reimbursement documents without adequate documentation
supporting meal reimbursement, or unreasonabl e expenses.

Two reimbursements were excessve according to the GSA Federd Per Diem
suggested amount.  The Federd med amount for Tucson, AZ is $43. Daily med
reimbursement amounts claimed by two employees were $51, $95, $53, $111, $128,
$109, and $66 and the amounts over the Federal allowable amount were $8, $52, $10,
$68, $85, $66, and $23 respectively. The tota amount over the Federal guidelines was
$312. The Commisson did not have documentation to support this excessve
reimbursement for meals was reasonable. In addition, one of these two employees did
not include restaurant names with the medl log.

Without an adequate accounting of med expenses the State could lose its accountable plan
datus. If the State does not have an accountable plan, the amounts reimbursed to employees
for meal expenses would be considered taxable income. When the Federd guiddines are not
followed there is an increased risk of reimbursement for unreasonable expenses.

We recommend the Commission implement procedures to ensure
provisons of the State's accountable plan are followed. We adso
recommend the Commission not only require amed log but aso require
further documentation supporting med dams in excess of Federd
guidelines are reasonable and necessary.

Improper Coding

Good accounting practices require travel expenses be correctly coded to account, fund, and
program to ensure expenses are properly paid and accounted for.

We noted two instances of travel expenses being incorrectly coded on NIS:

-11-



NEBRASKA STATE RACING COMMISSION

COMMENTSAND RECOMMENDATIONS
(Continued)

2. Travel Expenses (Concluded)

| mproper Coding (Concluded)

Two employees had medls for one day travel coded to Board and Lodging when they
should have been coded to Meas — One Day Travel. The totd amount which should
have been reported as Medls— One Day Travel was $52.

Without good accounting procedures there is an increased risk expenses are not properly
recorded and reported.

We recommend the Commisson implement procedures to ensure
expenses are accurately reported and recorded.

Commission’s Response:  Meals reimbursements in excess of the Federal Per Diem suggested
amount were cited in the report. These expenses were incurred in conjunction with attendance
at a University Symposium held at a resort hotel. The total amount over federal guidelines for
seven days was $312.

Meal expenses in conjunction with this meeting are higher as a result of the meeting location,
and one employee encountered extenuating circumstances, all of which was discussed with the
auditors. In view of the Nebraska Accounting Regulations, which clearly state, “Normally,
receipts are not required. However, agencies, at their discretion, may require receipts where
claims are questionable or excessive” (emphasis added).

The Executive Secretary was very familiar with the circumstances of the claims for these meals,
and provided a detailed explanation for the auditors. In addition, the documentation of several
reviews with employees relating to keeping appropriate meal records was kept and provided to
the auditors, and the auditors made independent checks of meal records.

Nebraska Racing Commissioners are not paid. They are only reimbursed expenses. They
provide an important and valuable service to the Sate and the industry they regulate at a
significant personal sacrifice to their businesses and families. They certainly would not claim an
expense they had any reason to believe would produce any audit criticism. If the audit standard
is the GSA Federal Per Diem, and not the Nebraska State Accounting Manual, the Commission
will certainly adopt policies with the intent of auditors.

For these reason we disagree with this section of the report, but will adopt additional policies
based on the standards adopted by the auditors.

-12 -



NEBRASKA STATE RACING COMMISSION

COMMENTSAND RECOMMENDATIONS
(Continued)

3. License Costs

When fees are charged for sarvices, good fiscd policy requires the Commisson to evauate the
gppropriateness of the fees charged in relation to the costs incurred by the Commission.

During our testing of license fees, we noted the Commission did not have supporting documentation for
the basis of the fees charged. It was dso noted the costs related to the issuance of the licenses was not
a factor in the determination of the license fees. This was noted in our prior audit for the fisca year
ended June 30, 2000.

We recommend the Commission implement procedures to determine
and document the cogts involved in issuing licenses and to annualy
review dl licenang fees and make adjustments to the fees as necessary.

Commission’s Response: No comment. We will address the recommendation.

4. Salary Reimbur sement

Per the Commission ninutes, dated January 9, 2003, the Commission approved $600 per day to be
charged for sdary rembursement, per live racing day. Sdary rembursement is defined in Racing
Commisson Rules and Regulations 14.001.02 and dates, “The compensation for the officid
veterinarian, deputy officid veterinarians, supervisor of drug testing, and test barn assstants shall be set
by the Commission and shal be paid to the Commission by the association, either entirely or in part as
determined by the Commisson.”

During our tegting of sdary reimbursement, we noted the Commission did not bill Columbus for two live
days of racing in July 2004, or $1,200, and did not bill Fonner Park for 14 days of live racing in April
2005, or $8,400. Tota amount not billed was $9,600.

With the passng of LB 573, the Commisson decided to diminae the charging for sday
rembursements, as noted in the Commission minutes dated March 23, 2005.

Without proper controls over sdary reimbursements there is an increased risk the Commission would
not bill for dl sdary reimbursements and therefore not receive payment for al salary rembursements
due them.

We recommend the Commisson bill Columbus $1,200 for the two
days missed and bill Fonner Park $8,400 for the 14 days missed. The
Commission should follow up to ensure payment is received.

-13-



NEBRASKA STATE RACING COMMISSION

COMMENTSAND RECOMMENDATIONS
(Continued)

4, Salary Reimbur sement (Concluded)

Commission’s Response: Two billing errors for Salary Reimbursement have been corrected, and
the payments have been received and deposited.

5. Batch M anagement

Good interna control requires adequate segregation of duties to ensure no one individud is in the
position to both perpetrate and conced errors or irregularities.

One employee was noted as having authorization to enter, gpprove, and post their own documents in
Accounts Payable, Accounts Recelvable, and Generd Ledger on NIS.

Without adequate segregation of duties there is an increased risk of loss or misuse of State funds.

We recommend the Commission review their batch management and
address other dternatives that would prevent an individud from
entering, goproving, and posting their own batches on NIS.

Commission's Response: The agency is not funded to adequately segregate the batch
management functions as suggested while maintaining a prompt processing of NIS documents.
We have a single administrative support employee in our headquarters office, and a single
administrative support employee who mostly works only on race days at our track offices. Asa
compensating measure the Executive Secretary reviews and signs off on all hard copy documents
generated entered approved and posted in NIS by the administrative support, including monthly
reports and logs. Additionally we have established and documented internal NIS procedures
specifying internal control, verification, processing of payroll, payables, receivables, fixed assets,
and pre-audit procedures.

6. Reconciliation of Bank Records to the Nebraska | nfor mation System

Good interna control requires a plan of organization, procedures, and records designed to safeguard
assats and provide reliable financid information. Without a timely and complete reconciliation of bank
records to the Nebraska Information System (NIS), there is a greater risk for fraud and errors to occur
and to remain undetected.

During the audit of the Comprehensve Annua Financial Report (CAFR) of the State of Nebraska, the
Auditor of Public Accounts (APA) noted the absence of reconciliation between the Nebraska State
Treasurer’s actua bank statements and Nebraska accounting records (in both NIS and NAS, the
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NEBRASKA STATE RACING COMMISSION

COMMENTSAND RECOMMENDATIONS
(Continued)

6. Reconciliation of Bank Recordsto the Nebraska Infor mation System (Concluded)

Nebraska Accounting System before NIS). This has been an issue for the Department of
Adminigrative Services (DAS) Accounting Divison for many years. The APA’s previous versons
noted monthly reconciliations have not been completed in atimely manner and reconciliations performed
have shown significant unknown variances between the bank records and the accounting records, with
the bank being short compared to the accounting records. Although DAS Accounting Divison
continues to work on correcting the reconciliation of bank records to NIS, the APA continues to note
areas where improvement is sill needed in the reconciliation process to ensure NIS integrity and
operationa efficiency. Specificaly, the APA noted the satus of the reconciliation process as of
Augugt 11, 2005 to be asfollows:

DAS Accounting Divison has worked on the reconciliation process, but continued progress is
needed. DAS Accounting Divison's reconciliation process has developed into a very detailed
process of andyzing bank activity, compared to activity recorded on NIS, to identify reconciling
items. DAS Accounting Divison has completed their reconciliation process for the months of
June and July of 2004. The APA has reviewed these reconciliations. These two months show
variances of $2,944,126 and $2,932,824, respectively. Again, the reconciliations show the
bank being short compared to the accounting records. Per inquiry of management, DAS
Accounting Divison has sarted the reconciliation process for various months of the fisca year
ended June 30, 2005; however, the reconciliation process has not been a continuous monthly
process and no monthly reconciliation has been completed since July of 2004.

Although DAS Accounting Divison has worked on the reconciliation process, the process is gill not
donein atimely manner and the variance isincongstent. The reconciliation continues to reflect unknown
variances and shortages. Complete and timely reconciliation procedures between bank records and
accounting records are required to provide control over cash and accurate financia information.

The APA recommends DAS Accounting Divison continue ther
reconciligtion process, in a more timely manner, and on a least a
monthly basis, to ensure dl financid information is correct on NIS. We
aso recommend, when a consstent cash variance between the bank
records and the accounting records is obtained (based on at least Six
months of reconciliations), DAS submit their plan for adjusting NIS to
the Governor and the Legidature so they may take appropriate action
to correct NIS and resolve the variances noted.

This issue is the responghbility of DAS Accounting Divison; however, as the variances have not been
identified by fund or agency, thisissue directly affects dl Nebraska State agencies financid information
and must be disclosed in this report.
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STATE OF NEBRASKA
AUDITOR OF PUBLIC ACCOUNTS

Kare Witek

SR PR e _ NEBRASKA STATE RACING COMMISSION

INDEPENDENT ACCOUNTANT’SREPORT

Veann Hacltner, CPA- Nebraska State Racing Commission
' g Lincoln, Nebraska

Don Dunlap, CPA We have examined the accompanying schedule of revenues, expenditures, and

ust. wditor changes in fund baances of the Nebraska State Racing Commission (Commission)

for the fisca year ended June 30, 2005. The Commisson's management is

CPA reponsble for the schedule of revenues, expenditures, and changes in fund
: balances. Our responghility isto express an opinion based on our examination.

Par Re

Our examination was conducted in accordance with attestation standards
edablished by the American Inditute of Certified Public Accountants, and the
dandards applicable to attestation engagements contained in Government
Auditing Standards issued by the Comptroller Genera of the United States, and
Mary Avery accordingly, induded examining, on a test basis, evidence supporting the schedule
HEu S - of revenues, expenditures, and changes in fund baances and performing such other
procedures as we considered necessary in the circumstances. We believe that our

Dennis Mever. CGEM €Xamination provides areasonable basis for our opinion.

im Channer, CPA

In our opinion, the schedule referred to above presents, in dl materid respects, the

revenues, expenditures, and changes in fund baances of the Nebraska State Racing

Ml Aosce CPA Commission for the fiscal year ended June 30, 2005, based on the accounting

; sysem and procedures prescribed by the State of Nebraska Director of
Adminigrative Services as described in Note 1.

Perey Pirsch. 110, apa 1N accordance with Government Auditing Standards, we have also issued our
Lioal ¢ | report dated July 26, 2005, on our consideraion of the Nebraska State Racing
- Commisson's internd control over financid reporting and our tests of its
compliance with certain provisons of laws, regulaions, contracts, and grant

agreements and other matters. The purpose of that report is to describe the scope
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of our tegting of interna control over financia reporting and compliance and the results of thet testing,
and not to provide an opinion on the interna control over financid reporting or on compliance. Tha
report is an integral part of an attestation engagement performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our examination.

Thisreport isintended solely for the information and use of the Commission and the appropriate Federa

and regulatory agencies. However, this report is a matter of public record and its distribution is not
limited.

@WWQF’Q

July 26, 2005 Assigtant Deputy Auditor

-17 -



NEBRASKA STATE RACING COMMISSION
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
For the Fiscal Year Ended June 30, 2005

Track
Distribution Drug Abuse Common Total
Cash Fund Fund Fund School Fund (Memorandum
23610 23620 23640 61270 Only)
REVENUES:
Taxes $§ 414900 §$ 156,524 $ -5 - $ 571,424
Sales & Charges 80,637 - - - 80,637
Miscellaneous 59,707 558 3 13,600 73,868
TOTAL REVENUES 555,244 157,082 3 13,600 725,929
EXPENDITURES:
Personal Services 490,553 - - - 490,553
Operating 79,449 - - - 79,449
Travel 77,876 - - - 77,876
Capital Outlay 2,549 - - - 2,549
Government Aid - 156,093 - - 156,093
TOTAL EXPENDITURES 650,427 156,093 - - 806,520
Excess (Deficiency) of Revenues Over
(Under) Expenditures (95,183) 989 3 13,600 (80,591)
OTHER FINANCING USES:
Deposit to/from Common Fund - - - (13,600) (13,600)
TOTAL OTHER FINANCING (USES) - - - (13,600) (13,600)
Net Change in Fund Balances (95,183) 989 3 - (94,191)
FUND BALANCES, JULY 1, 2004 243,519 19,060 74 - 262,653
FUND BALANCES, JUNE 30, 2005 $§ 148336 § 20,049 $ 77 $ - S 168,462
FUND BALANCES CONSIST OF:
General Cash $§ 147993 § 20,049 $ 77 % -3 168,119
NSF Items 166 - - - 166
Deposits with Vendors 177 - - - 177
TOTAL FUND BALANCES $§ 148336 § 20,049 $ 77 $ - S 168,462

The accompanying notes are an integral part of the schedule.
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NEBRASKA STATE RACING COMMISSION
NOTESTO THE SCHEDULE

For the Fiscal Y ear Ended June 30, 2005

1. Criteria

The accounting policies of the Nebraska State Racing Commission are on the basis of accounting as
prescribed by the State of Nebraska Department of Adminigtrative Services (DAS).

Per Neb. Rev. Stat. Section 81-1107(2) R.S.Supp., 2004, the State of Nebraska Director of
Adminigrative Services duties include “The keeping of genera accounts and the adoption and
promulgation of gppropriate rules, regulaions, and adminigtrative orders designed to assure auniform
and effective system of accounts and accounting, the approval of al vouchers, and the preparation and
issuance of warrants for adl purposes.”

The Nebraska Information System (NIS) is the officid accounting system prescribed by DAS for the
State of Nebraska. Policies and procedures are detailed in NIS manuas and Nebraska Accounting
System Concepts published by DAS and avalladle to the public. The financid information used to
prepare the schedule of revenues, expenditures, and changes in fund balances for the Commissionwas
obtained directly from the NIS. NIS records accounts receivable and accounts payable as transactions
occur. As such certain revenues are recorded when earned and expenditures are recorded when a
ligbility is incurred, regardless of the timing of related cash flows. The accounts payable liability
recorded on NIS, and thus recorded as expenditures, as of June 30, 2005, includes only those payables
posted to NIS before June 30, 2005, and not yet paid as of that date. The amount recorded as
expenditures as of June 30, 2005, does not include amounts for goods and services received before
June 30, 2005 which had not been posted to NIS as of June 30, 2005.

The Commission had no sgnificant accounts receivable at June 30, 2005. The NIS system does not
include lighilities for accrued payroll and compensated absences.

The fund types established by NIS that are used by the Commisson are:

20000 — Cash Funds — account for revenues generated by specific activities from sources
outsde of State government and the expenditures directly related to the generation of the
revenues. Cash funds are established by State statutes and must be used in accordance with
those statutes.

60000 — Trugt Funds — account for assets held by the State in a trustee capacity.
Expenditures are made in accordance with the terms of the trust.
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NEBRASKA STATE RACING COMMISSION

NOTESTO THE SCHEDULE
(Continued)

1. Criteria (Concluded)

The mgor revenue object account codes established by NIS used by the Commissionare:
Taxes — Compulsory charges levied by a government for the purpose of financing services
performed for the common benefit. Taxes recorded as revenue for the Commisson conssts of

pari-mutuel wagering tax.

Sales & Charges — Income derived from sdes of merchandise and commodities,
compensation for services rendered, and charges for various licenses, permits, and fees.

Miscellaneous — Revenue from sources not covered by other mgor categories, such as
invesment income, fines for violaions of the racing indudry rules and regulations, and saary

rembursement from the racetrack for the sewards, veterinarians, supervisor of drug testing and
test barn employees.

The mgjor expenditure object account titles established by NIS used by the Commissonare:

Personal Services— Sdaries, wages, and related employee benefits provided for al persons
employed by the Commission

Operating — Expenditures directly related to a program’s primary service activities.

Trave — All travel expenses for any Sate officer, employee, or member of any commission,
council, committee, or board of the State.

Capital Outlay — Expenditures which result in the acquisition of or an addition to capital assets.
Capital assets are resources of along-term character, owned or held by the government.

Government Aid — Payment of Federal and/or State money to governmenta subdivisons,
State agencies, locd hedth and wdfare offices, individuds, etc., in furtherance of loca activities
and accomplishment of State programs.

Other significant object account codes established by NIS and used by the Commissoninclude:
Assets — Resources owned or held by a government that have monetary vaue. Assetsinclude
cash accounts and deposits with vendors. Cash accounts and deposits with vendors are aso
included in fund balance and are reported as recorded on NIS.

Other Financing Uses — Conggts of deposit of pendties into the Common School Fund. For
information on this amount see Note 5.
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NEBRASKA STATE RACING COMMISSION

NOTESTO THE SCHEDULE
(Continued)

2. State Agency

The Nebraska State Racing Commisson (Commission) is a State agency established under and
governed by the laws of the State of Nebraska. As such, the Commission is exempt from State and
Federd incometaxes. The schedule includes al funds of the Commission

The Nebraska State Racing Commissionis part of the primary government for the State of Nebraska.
3. Totals

The Totds "Memorandum Only" column represents an aggregation of individua account balances. The
column is presented for overview informationa purposes and does not present consolidated financia
information because interfund balances and transactions have not been diminated.

4. Capital Assets

Under NIS, capital assets are not capitdized in the funds used to acquire or construct them.  Instead,
capitd acquistions are reflected as expenditures. Capital assets, which hcludes equipment for the
Commission would be reported for the State of Nebraska in the Comprehensive Annual Financia

Report (CAFR). The Commisson's values dl capitd assets at cost where historica records are
avalable and a estimated higtorica cost where no historical records exist. Donated capita assets are
vaued a ther estimated fair market vaue on the date received. Generaly, equipment that has a cost of
$1,000 at the date of acquisition and has an expected useful life of two or more yearsis capitalized.
Depreciation expenses would be reported in the CAFR in the funds used to acquire or construct them
for the State of Nebraska. The cost of norma maintenance and repairs that does not add to the vaue
of the asset or extend asst life is not capitalized.

Equipment is depreciated using the straight-line method with estimated useful lives of two years.

Capitd asset activity of the Commissionfor the fiscal year ended June 30, 2005 was as follows:

Beginning Ending
Balance Increases Decreases Balance
Capital assets:
Equipment $ 55582 $ 6327 $ - % 61,909
Less accumulated depreciation for:
Equipment 44,098 7,616 -9 51,714
Total capita assets, net of
depreciation $ 11484 % (1,289) - $ 10,195
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NEBRASKA STATE RACING COMMISSION

NOTESTO THE SCHEDULE
(Continued)

5. Depodits to/from Common Funds

As defined in Nebr. Congt. Art VI Sec. 5, fines and pendties are to be paid to the County Treasurer
where the fine was levied. The Commission assesses fines and they are recorded in the Common
School Fund.

6. Track Digribution Fund - 23620

Neb. Rev. Stat. Section 2-1208.04 R.R.S. 1997, states each racetrack shall withhold an amount equal
to one-fourth of one percent of the totd pari-mutue handle. The amount withheld is then paid to the
Nebraska State Racing Commisson and recorded in the Track Didribution Fund — 23620 as taxes.
The following month, the Commission then didributes the money to those racetracks which conduct
wagering by the pari-mutud method on thoroughbred horseracing.  This distribution is aso recorded in
the Track Digtribution Fund — 23620 as government ad.

7. Litigation

The Nebraska State Racing Commission and the Executive Secretary are defendants in Federd civil

rights complaints filed by two practicing veterinarians regulated by the Commisson. These actions were
filed subsequent to the Commission findings that these veterinarians were in violation of Nebraska Rules
of Racing relaing to trestment records and medication labding, treatment of horses registered for

racing, and failure to cooperate in Commission investigetions.

The lawsuit seeks unspecified damages and is still pending as of June 30, 2005. It is not possible at the

present time to edimate the ultimate outcome or liability, if any, of the Nebraska State Racing
Commissionfor these proceedings.
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STATE OF NEBRASKA
AUDITOR OF PUBLIC ACCOUNTS

State Auditor NEBRASKA STATE RACING COMMISSION
- i REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERSBASED ON AN
EXAMINATION OF THE SCHEDULE OF REVENUES,
EXPENDITURES, AND CHANGESIN FUND BALANCES
PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Don Dunlap, CPA Nebraska State Racing Commission
o ) - Lincoln, Nebraska

Pat Reding, CPA We have examined the accompanying schedule of revenues, expenditures, and
\ o changes in fund balances of the Nebraska State Racing Commission for the fisca
year ended June 30, 2005, and have issued our report thereon dated July 26, 2005.
We conducted our examination in accordance with attestation standards established
by the American Ingtitute of Certified Public Accountants and the standards
goplicable to attestation engagements contained in Government Auditing
Sandards, issued by the Comptroller Generad of the United States.

im Channer, CPA

Internal Control Over Financid Reporting
In planning and performing our examination, we consdered the Nebraska State
Dennis Meyer, CGEM Radng Commisson's internd control over financia reporting in order to determine
: m Budget our procedures for the purpose of expressng our opinion on the schedule of
revenues, expenditures, and changes in fund balances, and not to provide an opinion
on the internd control over financid reporting. However, we noted certain matters
Mark Avery, CPA involving the interna control over financid reporting and its operation that we
f \ consider to be reportable conditions. Reportable conditions involve matters coming
to our dtention relating to Sgnificant deficiencies in the design or operdion of the
interna control over financid reporting that, in our judgment, could adversdly affect
Perry Pirsch, 1. mpa  the Nebraska State Racing Commission's ability to record, process, summarize,
: and report financid data condgtent with the assertions of management in the
financia schedule. Reportable conditions are described in the Comments Section of
the report as Comment Number 1 (Interna Controls Over Cash Receipts) and
Comment Number 6 (Reconciliation of Bank Records to the Nebraska Information

System).
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A materid weakness is a reportable condition in which the design or operation of one or more of the
interna control components does not reduce to a relatively low level the risk that misstatements caused
by error or fraud in amounts that would be materid in relation to the financid schedule being examined
may occur and not be detected within atimely period by employees in the norma course of performing
their assigned functions. Our consideration of the internd control over financid reporting would not
necessarily disclose dl matters in the internd control that might be reportable conditions and,
accordingly, would not necessarily disclose dl reportable conditions that are dso considered © be
material weaknesses. However, we believe that none of the reportable conditions described above are
material wesknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Nebraska State Racing Commission's
schedule of revenues, expenditures, and changes in fund baances, is free of materid misstatement, we
performed tests of its compliance with certain provisons of laws, regulaions, contracts, and grant
agreements, noncompliance with which could have a direct and materid effect on the determination of
financid schedule amounts. However, providing an opinion on compliance with those provisons was
not an objective of our examination, and, accordingly, we do not express such an opinion. Theresults
of our tests disclosed no instances of noncompliance or other matters that are required to be reported
under Gover nment Auditing Standards.

We noted certain additiona items that we reported to management of the Nebraska State Racing
Commission in the Comments Section of this report as Comment Number 2 (Travel Expenses),
Comment Number 4 (Sdary Reimbursement), and Comment Number 5 (Batch Management).

This report isintended solely for the information and use of the Commissionand the appropriate Federal

and regulatory agencies. However, this report is a matter of public record and its digtribution is not
limited.

MWQFA

July 26, 2005 Assgtant Deputy Auditor
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NEBRASKA STATE RACING COMMISSION

STATISTICAL SECTION

Our examination was conducted for the purpose of forming an opinion on the schedule of revenues,
expenditures, and changes in fund balances. Statistical Section information is presented for purposes of
additional andysis. Such information has not been subjected to the procedures applied in the
examination of the schedule of revenues, expenditures, and changes in fund balances, and, accordingly,
we express no opinion on it.
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NEBRASKA STATE RACING COMMISSION
ANNUAL HANDLES BY RACE TYPE
For Calendar Years 2000 Through 2004

2000

2001

2002

2003

2004

M Interstate Simulcasting

$97,407,608

$99,839,632

$99,080,097

$99,033,516

$93,675,566

M Intrastate Simulcasting
O Live Meets

$5,539,871
$9,504,065

$5,313,500
$8,642,910

$5,745,113
$8,696,802

$5,077,023
$8,168,013

$5,054,982
$8,664,785
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NEBRASKA STATE RACING COMMISSION
ANNUAL HANDLES BY RACETRACK
For Calendar Years 2000 Through 2004
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2000 2001 2002 2003 2004
B Atokad $- $3,076,979 $3,662,929 $3.439,022 $5.411,598
B Fonner $21,907.452 $21,020,382 $19.423,073 $17.912,582 $16,701,115
B Lincoln $18.423,781 $18,688,732 $18.953.425 $20,573,829 $18.496,231
B Columbus $6,379,770 $6,729,195 $6,294,106 $7.367,813 $7.718,603
B Horseman's | $65.740,541 $64,280,755 $65,188.479 $62.985,306 $59,031,881
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